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1 . OVERVIEW 

THE UNITED STATES HAS TRADITIONALLY ENJOYED CLOSE AND COOPER- 
ATIVE RELATIONS WITH ICELAND. THOSE RELATIONS ARE BASED ON A 
COMMON MEMBERSHIP IN NATO, ON AGREEMENTS FOR THE DEFENSE OF 
ICELAND BY AMERICAN-MANNED TC.F.I , AND-DEFENSF, FORCE, ON 
ICELAND'S STRONG INTEREST IN THE AMERICAN MARKET FOR ICELAND'S 
FISH, THE EXPORT OF WHICH PROVIDES THE UNDERPINNING FOR THE 
ICELANDIC PROSPERITY, AND ICELANDIC AIRLINES, A MAJOR FOREIGN 
EXCHANG EARNER AND SOURCE OF NATIONAL PRIDE. GEOGRAPHIC 
PROXIMITY, SHARED CULTURAL VALUES, AND THE WIDESPREAD USE 
OF ENGLISH BY ICELANDERS IN GOVERNMENT, THE ARTS, AND IN 
BUSINESS FACILITATE COMMUNICATION AND THE STRENGTHENING OF 
UNOFFICIAL AS WELL AS OFFICIAL TIES. HAVING ACHIEVED ITS 
200-MILE FISHERIES JURISDICTION, ICELAND DOES NOT PER- 
CEIVE THE UNITED STATES AS ANY THREAT TO ITS MAJOR 
NATIONAL ECONOMIC INTEREST, AND MOST ICELANDERS, IN- 
CLUDING THE PRESENT GOVERNMENT, ACCEPT THE UNITED STATES 
AS ICELAND'S SHIELD AGAINST 
AGGRESSION FROM OUTSIDE NATO. 
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2. GOALS AND OBJECTIVES 

THE GOALS AND OBJECTVES INDICATED IN 77 STATE 295574 
AS MODIFIED BY REYKJAVIK 0014 SATISFACTORILY REFLECT 
THE LIMITED BUT IMPORTANT U.S. POLITICAL AND STRATEGIC 
INTERESTS WITH RESPECT TO ICELAND. THEIR ACHIEVEMENT, 
INCLUDING ICELANDIC RECEPTIVENESS TO U.S. APPROACHES 
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ON "THIRD WORLD" OR MULTILATERAL ISSUES, WILL BE AF- 
FECTED SIGNIFICANTLY BY POLICY DECISIONS NOW PENDING IN 
WASHINGTON. THEIR ACHIEVEMENT WILL ALSO BE AFFECTED BY 
ICELANDIC INTERNAL DEVELOPMENTS, NOTABLY THE NATIONAL 
ELECTIONS, WHICH MUST TAKE PLACE BY JUNE 1978, AND BY 
THE ABILITY OF THE PRESENT ICELANDIC GOVERNMENT TO SOLVE 
THE COUNTRY'S PRESSING INFLATION PROBLEM AND REMAIN IN POWER. 

3. ACCOMPLISHMENT OF U.S. GOALS AND OBJECTIVES: COURSES 
OF ACTION 

ACCOMPLISHMENT OF THE U.S. OBJECTIVES INDICATED IN 
77 STATE 295574 SHOULD BE POSSIBLE IF THE FOLLOWING 
COURSES OF ACTION ARE PURSUED: 

- CONTINUED FULFILLMENT OF THE SPIRIT AS WELL AS THE 
LETTER OF THE MEMORANDUM OF UNDERSTANDING OF 1974 BE- 
TWEEN THE UNITED STATES AND ICELAND WITH A VIEW CHIEFLY 
TO MINIMIZING THE MILITARY PROFILE OF THE UNITED STATES 
IN ICELAND. IN THIS CONNECTION. U.S. AGREEMENT TO 

ASSIST IN CONSTRUCTION OF DUAL-PURPOSE AIR TERMINAL AT 
THE BASE, SEPARATE FROM THE MILITARY FACILITIES, IS OF 
MAJOR IMPORTANCE. IN THE ABSENCE OF SUCH AN AGREEMENT, 

THE POTENTIAL FOR FRICTION, EVEN WITH A FRIENDLY GOVERN- 
MENT, WILL INCREASE, AND THE USG WOULD ENCOUNTER MUCH 
MORE DIFFICULTY IN TRYING TO BRING THE GOI ALONG ON 
MATTERS OF CONCERN TO THE USG. DEMANDS FOR "COMPENSATION" 
FROM THE USG WOULD ALSO INCREASE SIGNFICANTLY. THE 
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EMBASSY HAS STRONGLY URGED APPROVAL AND SUPPORT BY 
WASHINGTON OF THE DUAL-PURPOSE CONCEPT AND IS AWAITING 
ITS DECISION; 

- COOPERATION WITH THE GOI IN THE EXTENSION OF THE GEO- 
THERMAL FACILITIES TO THE NATO BASE. THIS WOULD 
IDENTIFY THE U.S. TO THE LATTER'S ADVANTAGE WITH A 
MAJOR ICELANDIC ECONOMIC INTEREST. FOR THIS REASON THE 
EMBASSY HAS ENDORSED SUCH COOPERATION TO WASHINGTON AND 
AWAITS ITS DECISION; 

- EXPANSION OF CULTURAL, EDUCATIONAL AND OTHER EXCHANGES 
BETWEEN THE UNITED STATED AND ICELAND (IV GRANTS, 

REYKJAVIK ARTS FESTIVAL, ENGLISH TEACHERS' SEMINARS); 

OF SCIENTIFIC COOPERATION BETWEEN THE TWO COUNTRIES 
(MARINE AND GEOLOGICAL RESEARCH); AND THE DEVELOPMENT 
OF ASSISTANCE IN OTHER NON-MILITARY AREAS, E.G., COAST 
GUARD TRAINING. THE EMBASSY IS GRATIFIED WITH THE 
SUPPORT IT HAS RECEIVED FROM WASHINGTON AGENCIES IN 
THESE AREAS, ALL OF WHICH BROADEN THE ICELANDIC PERCEPTION 
OF THE UNITED STATES AS A NATION AND SOCIETY; 

- PRESERVATION OF THE USIS CULTURAL CENTER IN REYKJAVIK 
AS AN ENFECTIVE INSTRUMENT FOR THE PROJECTION OF AMERICAN 
SOCIETY AND VALUES, PARTICULARLY INTO THE ICELANDIC 
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INTELLECTUAL AND ARTISTIC COMMUNITY. THE EMBASSY HAS 
BEEN DISAPPOINTED BY BUDGETARY REDUCTIONS WHICH HAVE 
FORCED THE CENTER TO ELIMINATE ITS FILM LENDING PROGRAM 
AND HAS EXPRESSED ITS CONCERNS ON THIS POINT TO WASHINGTON; 
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- CONTINUATION OF EFFORTS TO HOLD AND IF POSSIBLE 
ENLARGE THE U.S. SHARE OF ICELAND'S IMPORTS (CURRENTLY 
ABOUT 10 PERCENT) PARTICULARLY IN HIGH TECHNOLOGY PRO- 
DUCTS, E G., GENERATORS FOR PROPOSED POWER PROJECTS. 

THESE EFFORTS CONSIST CHIEFLY OF EXPANDED PERSONAL CON- 
TACTS BY THE EMBASSY WITH ICELANDIC IMPORTERS, PAR 
TICULARY OF HEAVY EQUIPMENT PRODUCTS, AND GREATER USE 
OF U.S. DEPARTMENT OF COMMERCE TRADE PROMOTION PROGRAMS. 

4. KEY POLICY ISSUES FACING U.S. IN ICELAND, 1978-1980 
ALTHOUGH THE MAJORITY OF THE ICELANDIC POPULACE FAVORS 
ICELAND'S NATO MEMBERSHIP AND A SMALLER MAJORITY PROBA- 
BLY CONTINUES TO FAVOR THE PRESENCE OF THE US-MANNED 
ICELANDIC DEFENSE FORCE (IDF), NATO AND THE IDF REMAIN 
SUBJECTS OF INTENSE POLITICAL DEBATE IN THE COUNTRY. 

THIS IS CHIEFLY BECAUSE OF THE HISTORICAL ISOLATION 
OF THE COUNTRY FROM THE MAINSTREAM OF EUROPEAN AND 
WORLD AFFAIRS, AND ICELANDIC SENSITIVITY OVER ANY 
FOREIGN PRESENCE THAT COULD WEAKEN ICELAND'S CULTURAL 
UNIQUENESS. 

THEREFORE, OVER THE NEXT TWO YEARS, THE UNITED STATES 
MUST PERIODICALLY EXPECT ITS NATO/IDF CONNECTION TO 
COME UNDER ATTACK IN ICELAND, CHIEFLY BUT NOT EXCLUSIVE- 
LY FROM LEFTISTS. MODERATES WILL INCREASINGLY SCRUT- 
INIZE THE ROLE OF THE IDF, POSSIBLY WITH AN EYE TOWARD 
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REDUCING THE SIZE OF THE U.S. PRESNCE, PARTICULARLY 
IF PROGRESS IN DETENTE APPEARS TO BE TAKING PLACE. 

THE PRSERVATION OF THE NATO/IDF CONNECTION AND THE FORM 
THAT CONNECTION SHOULD TAKE WILL CONTINUE TO BE THE KEY 
POLICY ISSUE IN US-ICELANDIC RELATIONS OVER THE NEXT 
TWO YEARS. 

A SECOND POLICY ISSUE WILL BE THE TERMS UNDER WHICH 
THEU.S. WILL CONTINUE TO HAVE ACCESS TO THE NATO 
FACILITY IN COOPERATION WITH A GOVERNMENT. SUCH AS THE 
PRESENT ONE, FRIENDLY TO NATO MEMBERSHIP AND DESIROUS 
OF MAINTAINING THE IDF. RECENTLY, DEMANDS HAVE IN- 
CREASED WITHIN THE MAJOR ICELANDIC POLITICAL PARTY 
(THE INDEPENDENCE PARTY), WHICH IS PRO-NATO AND PRO- 
IDF, FOR SOME FORM OF "COMPENSATION" TO ICELAND FOR THE 
FACILITIES IT MAKES AVAILABLE TO THE U.S. FENDING 
OFF THESE DEMANDS, PARTICULARLY IF ICELAND'S ECO- 
NOMIC SITUATION DETERIORATES, COULD BEDEVIL THE 
CORDIAL U.S. -ICELANDIC RELATIONS THAT HAVE HITHERTO 
EXISTED. 

A THIRD POLICY ISSUE, RECENTLY RAISED IN WASHINGTON, 

IS THE DESIRE OF ICELAND TO HAVE LOS ANGELES AND 
BALTIMORE ADDED TO LOFTLEIDIR S TRAFFIC POINTS IN THE 
UNITED STATES. LOFTLEIDIR IS ICELAND'S ONLY TRANS- 
ATLANTIC AIR LINE. ITS ECONOMIC SURVIVABILITY IS 
CRITICALLY DEPENDENT ON ITS ABILITY TO TAP THE 
AMERICAN TRAVEL MARKET IN FACE OF INCREASING, LOW- 
FARE COMPETITION. U.S. RESPONSIVENESS TO THE ICE- 
LANDIC REQUEST COULD AFFECT ICELANDIC ATTITUDES 
TOWARD COOPERATION WITH THE U.S. IN OTHER, NON 
MILITARY AREAS OF INTEREST TO US. 

FINALLY, A REMOTE BUT NOT IMPOSSIBLE POLICY ISSUE MAY BE 
THE NEED FOR ICELAND TO OBTAIN MULTINATIONAL AND INSTI- 
TUTIONAL FINANCIAL ASSISTANCE OVER THE NEXT TWO YEARS 
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IF IT CANNOT BRING ITS ECONOMIC PROBLEMS UNDER CON- 
TROL AND IF ITS FISH CATCH DECLINES EITHER IN VOLUME 
OR PRICE. THE GOI WOULD SEEK SUCH ASSISTANCE WITH 
EXTREME RELUCTANCE, BUT IF IT HAD TO DO SOT IT WOULD 
LOOK TO THE U.S. FOR COOPERATION AND SUPPORT. 

IN ACHIEVING U.S. OBJECTIVES THE FOREGOING COURSES 
OF ACTION WILL REQUIRE MAINTENANCE OF CURRENT FUNDING 
LEVELS TO OPERATE THE MISSION, WICH SUCH ADJUSTMENTS 
AS MAY BE REQUIRED BY INFLATIONARY DEVELOPMENTS. 
MAINTENANCE OF THE PRESENT PERSONNEL CEILPLGS, 
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AMERICAN AND LOCAL, EXCEPT FOR SUCH INCREASES AS MAY 
BE WARRANTED BY SUBSTANTIAL INCREASES IN WORKLOAD, 

WILL ALSO BE ESSENTIAL. EMBASSY BUDGETARY RECOM- 
MENDATIONS SUBMITTED TO WASHINGTON REFLECT THESE 
CONSIDERATIONS. 

BLAKE 
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